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Today’s context

We live in turbulent times. Today’s world could well be at a fundamental turning point. The tide already flowing to the ‘emerging’ economies was augmented by the tsunami wave of the global financial crisis.  After over a decade of fat days, at least for the West, we are confronting a global economy that is still judged to be on life-support. Some sober observers in Washington, London, New York and Ottawa thought they were seeing capitalism come crumbling down, just dramatically as the Berlin Wall. 

I want to focus this morning on how a new framework for global governance, the G20, is coming into play in shaping our (still ongoing) recovery and what is the likely evolution of that still tentative forum over the next few years, as the West adjusts to sharing global leadership with the rising power of these emerging economies. 

Where are we coming from – the G7 saga

The last great economic crisis, the energy crisis of ’73 with its political roots in the Middle East conflict and the market leverage applied by the increasingly powerful OPEC cartel, gave birth to a club, the G5, for the newly vulnerable-feeling leaders of the West. It was to be a cosy elite club of the major economies in which these leaders could privately debate and crisis-manage global economics and politics: their own cartel. 

Canada was later invited to add weight to the US bench, along with Italy to round out a European dominance with Britain, France and Germany, plus Japan as an Asian face. 

This club has persisted almost without change for over 30 years.  Serious observers and excluded economic actors have increasingly felt it was in serious need of renewal.  It was no longer the claimed 'full-strength global governance institution'.  It was becoming too much, over-rehearsed, political theatre.  With limited content it had become just a photo-op for Presidents and Prime Ministers.  It was too clumsy a place for engaged discussion. 

Even its own members wanted more substance and greater inclusiveness.  Then Canadian Finance Minister, Paul Martin, with others, seized on this mood and the anger over the flawed, IMF-driven response to the Asian financial crisis, to suggest a modest addition in the form of meetings of a broader range of finance ministers, including a few from larger developing countries. Thus the G20 Mark I was born in December 1999.

Global Drivers

Before I move to the G20 Mark II,  I want to highlight four drivers shaping this new Millennium.  To indict the G7, only one, the first, was ever a serious focus for its deliberations. 
· Globalisation.    This is probably still the most important driver of them all, even if now somewhat in disarray.  Its merit was a core dogma for the World Bank and the IMF. Conceived of as an economic perspective centred on liberalization, privatization  and deregulation, it has been extended into the political sphere as multilateralism. 
While in theory a voluntary process, one that emerges ‘naturally’ as the optimum solution from laws of market forces, as a dogma it came into disrepute for its aggressive undifferentiated application.  The ‘Washington Consensus’, a handy checklist for designers of Structural Adjustment Programs, regularly fell apart when subject to the local realpolitik of developing countries, even when they were in deep financial and social crises.  As we have discovered in the still unfinished Doha Round, developing countries will not, at the margin, allow their agricultural sectors to implode just because US and EU taxpayers can afford massive subsidies to inefficient dairy farmers or cotton growers. 

· Climate Change.    This is becoming a central force shaping economic events and development options.  For many this is now the existential issue at the global level.  If we fail to respond we risk fundamental disequilibrium in the next 20 -30 years: crop failures throughout Sahelian Africa, rising sea levels for such as Bangladesh.  This is not just a southern issue: much of the Netherlands will also drown and California will become a real desert.  A meaningful response to this threat will radically transform the normative economic model for both developed and developing countries, whilst global political relations may well become increasingly contentious.  

· Democratisation.     Not always a focus of our attention, we often overlook the scale of the successive waves: the collapse of Soviet Union, the demise of military regimes in most of the developing world, the end of apartheid.  Even when still far from Canadian norms, a China, even an Iran, are subject to popular pressures for more open and transparent governance.  This reality is now rebounding on those old democracies (notably middle-sized Europeans) trying to preserve old privileges in such fora as the G7 or IMF.  The rhetoric in praise of democratisation is being turned back in their faces, especially by the new economic stars.
· Emerging Economies.  These are the heroes, sometimes the villains, of this saga of change. They are the most successful part of a developing world that is much less homogeneous than we painted it in the 70s.  Countries still formally classified as developing are now major actors in the global economy.  Some have been there for several decades notably the OPEC countries.  Others are much newer, often countries that remain somewhat poor in per capita terms that have learn how to play the globalisation game to become hyper-competitive as exporters of products from shirts and sweaters to washing machines and computer consulting services.  The most familiar names are those of the BRICs, Brazil, Russia, India and, the now world’s #2 economy, China. (All of them now larger than Canada that was # 14 in terms of 2008 GNP).   Others are catching up fast such as Indonesia, Thailand, South Africa and Egypt. 

All of us need to also recognise the non-emerging. These are the too often forgotten, low-income countries of the Third World, notably the so-called ‘fragile states’, who are trapped in the vicious cycle of poverty, internal conflict and flawed or failing governance, Paul Collier’s ‘ Bottom Billion’.  They are our global Achilles’ heel, not least for harbouring the very real risk of being  incubators of global terrorism, as we see today in such as Somalia … or this week Pakistan’s South Wa/zir/istan. 

The emergence of the G20 Mark II
Forgive the contextual side-track, but it is important to understanding why G20 Mark II has arrived and (suitably refined as we discussed last night) might serve us well. 
Mark II was hurriedly assembled less than year ago. The world urgently needed a new crisis coping mechanism .. and seized upon the old Mark I G20  but elevated it to a heads of government forum.  George Bush, despite being already a lame duck, was persuaded in November 2008 to host a first-ever Summit in Washington, a hurried and inconclusive affair.  A more sombre and thoughtful second meeting was held in London in April 2009 with George Brown in the chair.

But today I don’t want to get us distracted by its immediate economic agenda important though that is.  I want to focus on the longer-term issues: its membership, its ambiguous legitimacy, its mandate.. and the downside implications for a lame-duck G7. 

As a Canadian aside such was our attachment to the latter -- since we were to have the chair this year --that we stalled the emerging consensus at the last meeting in Pittsburgh to have no G7, but only a pure G20 Summit. The outcome is an awkward, still-to-be defined, hybrid for Muskoka: I suspect the main event will be a G20 meeting, one focused on a painfully slow global recovery and a rescue effort for a failed Copenhagen meeting on climate change. The G7 segment will be an extended coffee–break session or a private pre-conference dinner on a few old political favourites and what to do about its increasingly obvious dodo status. 

The new G20: what might it mean for us? 

The new G20 will face many challenges.  These are very troubled times, both economic and environmental.  We now recognise the two are intimately linked – either spiralling to global disaster or changing our life-paths.  But these very challenges triggered the openness of world leaders to a major restructuring of power relations. 

Resistance is still there.    Moreover, while we have a re-engaged USA, its President faces practical political limits and is engulfed in domestic issues of health reform, mortgage foreclosures and banking reform.  Some in the G7 and some Europeans with IMF Board seats wish to hold onto their political privileges but this cannot last.  More failures in the next few months may be needed to finally break that old mindset:  >>  no final deal on the Doha Round;  failure at Copenhagen;  no new sanctions against Iran.  

The lesson to internalise is that these questions can no longer be ‘managed’ within the G7 alone, when powers such as China, India and Brazil are outside, working with their own independent economic and political interests.  In getting them to help build a viable G20, we will need to accept them as equal partners in a new multi-polar world. It is that possibility – it is not yet certain due to G7 foot-dragging   -- that will give the G20 its partial legitimacy. 

For this morning I wanted to focus on two issues: its mandate and its membership. 
· Mandate.

For now the old G7 members are still trying to box in the enhanced G20 but this is a rear-guard operation. The world of big power politics and global economics are now complexly intertwined.  Has nobody noticed that three of the BRICs are nuclear powers! Or that Obama’s USA has repudiated unipolarity?  In some ways creating a Leaders G20 is a backdoor response to the stalled reform of the more symbolic UN Security Council. 

Sooner, rather than later, the G20 mandate will include global economics (trade as well as finance), politics (security, human rights)… and the survivalist agenda of global warming.  But maybe more importantly for its impact, the approach to the content will likely change … policies will need to be more collegial and flexible in adapting to country circumstances. 

To practice this it will need to develop a very lean working style. If the G7 had become sleepy and unfocused, the G20 has fight against the same fate. It is also more vulnerable to the risk of internal division, as well as simple clumsiness, with so many around the table.  Its non-G7 members will need to guard against ‘policy capture’ by the old G7. 

The G20 will need to be very selective as to what it will discuss…or drown.  It will need expertise in practicing effective triage, moving less pressing or more technical topics quickly to sub-groups of its ministers or bodies such as the IMF Committee or a reformed OECD. [How incidentally can the latter usefully function as a research and policy forum when excluding giants such as China and India?].  Consensus should be the guiding rule; no vetoes, but maybe qualified majorities could work - probably matching reforms coming soon to the BWIs. 

The Stiglitz Commission which inspired this meeting suggested a more inclusive arrangement, a Global Economic Coordinating Council.  It is explicitly universal in structure by using BWI-style constituencies.  Substantively the scope is very similar, maybe not quite so broad as I am described for a future ‘enhanced’ G20. However, the proposed institutional home, the UN, does not (yet) have a good track record. 
· Membership.

This is a little fluid still but needs to soon stabilise.  A fear for many is that the new G20 will just become an expansion of an immutable global elite. This will be denied, especially by the newcomers, but that rejection may need to be institutionalised.  One tactic in other fora to ease such fears is to have mandatory rotation in the membership; could the G20 have some seats blocked for regional constituencies open to election from across their membership on a say three-year cycle as with the UN Security Council?  Could one even think of fewer seats for individual European states, but one for its new semi-permanent Presidency? 

For those focused on the challenges of the poorest states, there is always the fear of them being forgotten, never a voice at the table.  Could another rotating seat be reserved specifically for low-income/fragile states such as Haiti or Burundi? 

Proliferation, not of nuclear weapons, but of global institutions is another pressing question. Their role at G20 meetings may change especially if their own governance is also made more inclusive.  Provocative as it may sound, do the heads of the IMF, WB, WTO and EC need to always attend or could they better contribute to specialised fora with technical ministers? 

Where is Canada’s place?
This is all a rapidly changing world. For the last forty years or so we have been a privileged participant, but from now on we (and many Europeans) will have to function in a much more competitive institutional environment.  To survive here Canada will need to be a strong and imaginative player.  The G7 calling card will count for much less; we may instead need to built upon relationships with our diverse diasporas and past and present development partners. 

Our rich resource base and flexible, multi-ethnic, population means we should be well-placed to succeed in tomorrow’s world.  However, it will certainly help to go back to being the quiet (but not disengaged) Canadians who share their wealth and work diligently to ‘fix’ things internationally. 

In the near term, we need to seize our leadership opportunity, pushing for more change in the global architecture at Muskoka, and certainly avoid being seen holding onto a dying institutional regime.
